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Background

In March 2009, the City of Casa Grande, Arizona
(the “City") engaged Economists.com to conduct
a wastewater rate study and long-term financial
plan. The City identified numerous objectives for
this study, including but not limited to the
following:

o A comprehensive analysis and evaluation of the wastewater system's current cost of service and
revenue requirements

o A forecast of wastewater accounts, volumes and operating and capital costs for the test year and a
period ten years into the future, taking into consideration such factors as inflation, system growth, and
increases in staffing levels

e A thorough review and update of the wastewater system's known capital improvement needs, as well as
a determination of the need for funding capital requirements through the issuance of long-term debt

e A review of the adequacy and appropriateness of existing wastewater customer classes

e The development of a comprehensive long-term rate plan that would recover the City's cost of service,
ensure equitable, just and reasonable treatment of identified customer classes, and maintain critical
financial ratios

One of the critical factors driving the need for a long-term financial plan has been the City’'s issuance of
approximately $62.5 million in long-term debt to overhaul and expand its wastewater treatment plant. The
principal and interest associated with this debt issuance has significantly increased the City's overall cost of
providing wastewater service.

Wastewater Rate Comparison

Table ES-1 compares Casa Grande's monthly wastewater charges to cities primarily in southeastern Arizona.
A volume of 5,000 gallons wastewater was used for the residential comparison as it represents the typical
usage level for an average household.

The rate data information was obtained from municipal websites and phone interviews conducted by
Economists.com. These rates do not include sales tax, activation or other charges beyond the basic minimum
and volume charges. Additionally, where appropriate, certain cities that charge for service based on cubic feet
of water have had their rates converted to an equivalent charge per 1,000 gallons. Based on the Water
Infrastructure Finance Authority of Arizona's (WIFA) 2007 Water and Wastewater Residential Rate Survey, the
City's rates are also below the state average of $24.27.
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TABLE ES-1
CITY OF CASA GRANDE
Total Monthly Residential Charges
for 5,000 Gallons Wastewater
2008 5,000 Gallons
Population Wastewater

Casa Grande 45,116 $ 19.18
Phoenix* 1,561,485 15.22
Tucson 543,959 16.94
Yuma 93,719 28.06
Sierra Vista 45,908 14.68
San Luis 26,705 17.79
Florence 24,096 20.85
Nogales 21,709 12.55
Douglas 18,207 11.75
Eloy 16,163 30.73
Somerton 11,377 34.79
Safford 9,982 37.07
Bisbee 6,389 35.25
Benson 5,030 25.80
Willcox™ 3,904 34.92
Tombstone 1,709 26.40
Patagonia 934 29.00
Johnson Utilities na 38.50
State Average $ 24.27
Source: 2008 Arizona Department of Commerce Population Estimates;
WW rates obtained from city websites and phone interviews
conducted in April 2009
*Winter Waler Rate

Wastewater Customers - Test Year & Ten Year Forecast

Table ES-2 details the growth projections used by the project team for the City's wastewater customers
beginning in the Test Year and continuing through FY 2019. The table reveals that the wastewater customer
base will remain primarily comprised of residential inside accounts during the forecast period.
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TABLE ES-2
CITY OF CASA GRANDE
FORECAST TOTAL CUSTOMERS
WASTEWATER Customer Classes
1 2 3 4
Residential - Inside Residential - Qutside Commercial Industrial Total
WASTEWATER Total Customers
TY 2010 14 135 768 10 14,381
2011 13,618 139 777 10 14,544
2012 13,918 143 788 11 14,860
2013 14,418 151 803 11 15,383
2014 14,918 159 823 12 15,912
2015 15,418 167 848 12 16,445
2016 15,968 177 873 13 17,031
2017 16,468 189 898 13 17,568
2018 16,968 ) 203 923 14 18,108
2019 17,468 217 948 14 18,647
WASTEWATER Annual New Customers
TY 2010 150 4 9 - 163
2011 150 4 9 - 163
2012 300 4 1 1 316
2013 500 8 15 - 523
2014 500 8 20 1 529
2015 500 8 25 - 533
2016 550 10 25 1 586
2017 500 12 25 - 537
2018 500 14 25 1 540
2018 500 14 25 - 539

Over the last five years the City averaged about 600 new accounts per year. However, the last 6 months the
City has seen only about 5 new wastewater accounts per month. This is attributed to the recent national
economic downturn that has affected most cities. The City anticipates an increased level of annual wastewater
account growth beginning in FY 2013. It should be noted that the highly conservative growth rate in the next few
years could be exceeded if the current economic downturn ends sooner than expected.

Capital Improvement Plan

Like most cities, Casa Grande maintains an extensive and detailed capital improvement program to repair,
maintain and expand its wastewater collection and treatment system. Minor capital improvements are contained
in the City's budget. Major capital improvements are funded through debt issued by the City and development
impact fees.

City staff and the project team developed the City's forecast capital improvements needs over the next decade.
The City is forecast to spend $134,916,000 in total wastewater capital improvements in the next decade.
However, this fotal includes $69,344,000 in projects related to the wastewater treatment plant expansion that
has already been funded by the debt service outlined in the previous section. The remaining unfunded portion
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of the CIP is summarized in Table ES-3. The most significant portion of the remaining unfunded CIP is related
to the East Side sewer construction project, which is currently scheduled to be implemented in FY 2018.

TABLE ES-3

CITY OF CASA GRANDE

WASTEWATER UNFUNDED CAPITAL IMPROVEMENT PLAN

SCENARIO: Alternative 1
Years Years
Total 1-5 6-10
WW Unfunded CIP $ 65,572,000 $ 20,288,000 $ 45,284,000
Percent of WW Unfunded CIP 100.0% 30.9% 69.1%

The City's unfunded portion of their CIP is forecast to be funded through a combination of development fees,
remaining sewer capacity funds and other non-rate revenues. The difference between the amount required by
the City to fund the CIP and the amount provided by the financing tools described above must be financed
through the issuance of long-term debt. The debt forecast to be issued by the City is shown in Table ES-4. The
City is forecast to issue approximately $53,000,000 in long-term debt to finance its wastewater capital
improvement plan. All new debt is assumed to be over a 25 year term at a 4.0% interest rate with 2.0% issuing

costs and a five year reserve requirement.

TABLE ES-4

CITY OF CASA GRANDE

SCENARIO:
FY

ALTA1

FORECAST BOND ISSUES

Wastewater

2010
2011
2012
2013
2014
2015
2016
2017
2018
2019

Total Bonds

12,000,000

41,000,000

63,000,000
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Non-Rate Revenues

Although sales revenues constitute the majority of the revenue received by the City for wastewater service, the
City is relying on accruing a significant amount of revenue from non-rate sources. These revenues include
other general revenues, funds with current balances that have been reserved, surcharges, development
charges, and service revenues.

These additional revenue sources will be central to enabling the City to fund its significant debt service
requirements and to minimize the need for future rate adjustments. These non-rate revenues are subtracted
from the overall budget to determine the revenue requirement to be raised from rates. The City's top revenue
producing non-rate revenue sources are as follows:

Sewer Capacity Fund — 521 — This represents previous sewer capacity fees that the City had collected
prior to the implementation of sewer impact fees. Once impact fees were adopted, the City stopped
collecting these fees. The current fund balance is $1,484,331. Fund 521 is assumed to be 100%
allocated to treatment expenses in 2010.

WWTP Expansion Fund - 522 — This represents the 0.3% sales tax that had been collected for the
purposes of funding the wastewater treatment plant expansion. The wastewater fund no longer
receives this subsidy. The current fund balance is $12,702,679. The remaining fund balance is
assumed to be amortized over 5 years.

Sewer Development Fees - 523 — This fund currently contains $17.9 million for collection and
treatment. The City has calculated that $11.0 million of this total is for treatment and $6.9 million is for
collection. Only the treatment debt service can be used to underwrite the debt service for the
wastewater treatment plant.  The collections portion will be used for future collection related capital
improvement projects. Based on the current balance of $11.0 million in treatment-related development
fees, and the forecast of additional development fees accrued during the forecast period from new
connections, the project team estimates that the City will be able to fund $2.5 million per year in debt
service from development fees.

Forecast non-rate revenues are presented in Table ES-5.

TABLE ES-5
THE CITY OF CASA GRANDE
FORECAST NON-RATE REVENUES
SCENARIO: ALTA1
521 522 523
Sewer Capacity WWTP Exp. Development Other Non-Rate
Fund Fund Fees Revenue TOTAL
2010 $ 1,484,331 $ 2,540,536 $ 2,500,000 $ 376,000 $ 6,900,867
2011 - 2,540,536 2,500,000 427 473 5,468,009
2012 - 2,540,536 2,500,000 430,330 5,470,866
2013 - 2,540,536 2,500,000 435,058 5,475,594
2014 - 2,540,536 2,500,000 439,840 5,480,376
2015 - - 2,500,000 444,658 2,944,658
2016 - - 2,500,000 449,955 2,949,955
2017 - - 2,500,000 454,810 2,954,810
2018 - - 2,500,000 459,691 2,959,691
2019 - - 2,500,000 464,563 2,964,563
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Test Year and Forecast Net Revenue Requirement

Table ES-6 presents the test year and ten year forecast for the City’s net revenue requirement to be raised from
rates. As the table reveals, debt service is the most significant portion of the total revenue requirement.
Detailed calculations are presented in the rate model contained in Appendix A of this report.

TABLE ES-6
CITY OF CASA GRANDE
SCENARIO: ALTA1
Current Future Total Less Net
Operating Debt Debt Operating Cost of Non-Rate Revenue
Expenses Service Service Transfers Service Revenues Requirement
WASTEWATER Revenue Requirement
2010 $ 2440500 % 6,312,380 $ - $ 325670 $ 9,078,550 $ 6,900,867 $ 2,177,683
2011 2,868,276 6,781,497 . 339,131 9,988,904 5,468,009 4,520,895
2012 3,071,124 6,782,587 - 356,674 10,210,384 5,470,866 4,739,518
2013 3,291,124 6,782,817 943,092 379,927 11,396,960 5,475,594 5,921,366
2014 3,547,420 6,780,612 943,092 404,390 11,675,514 5,480,376 6,195,138
2015 3,810,733 5,850,943 943,092 430,068 11,034,835 2,944,658 8,090,177
2016 4,118,096 5,846,534 943,092 458,295 11,366,016 2,949,955 8,416,061
2017 4,427,699 6,240,754 943,092 486,494 12,098,038 2,954,810 9,143,229
2018 4,783,716 6,521,632 785,910 516,042 12,607,300 2,959,691 9,647,609
2019 5,147,743 6,522,321 4,008,140 546,884 16,225,088 2,964,563 13,260,525

Rate Recommendation

Table ES-7 presents the set of recommended wastewater rates referred to as "Alternative 1”. In this alternative,
the City's flat-rate treatment and collection residential wastewater monthly charges are continued. However, the
project team recommends implementing a uniform commercial customer base charge and usage charge based
on the monthly water usage data provided by Arizona Water Company. In addition, the implementation of a
uniform usage charge for industrial customers is also recommended. Importantly, debt service required to fund
the wastewater treatment plant expansion is paid for through monthly wastewater rates. The table presents the
recommended rate design for the ten year forecast period.

The following is notable about this proposed rate design:

o The rate design assumes that the City chooses to fund all debt service through monthly wastewater
rates, impact fees and current Fund Balances in accounts 521, 522 and 523.

o The rate design assumes that the City will begin using non-rate revenues from Funds 521, 522 and 523
to support the rate plan.

o Because of the more significant needs of the wastewater treatment portion of the City's capital
improvement plan, the rate design presents higher annual increases for wastewater treatment charges
and lower annual increases for wastewater collection charges.

o The rate design ensures that wastewater rates will recover the wastewater cost of service.
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» The rate design assumes that the residential vacancy credit will be terminated.

o The project team recommends that the 10 largest Significant Industrial Users (SIU) currently classified
as commercial customers be re-classified as industrial customers.

» Industrial customers should be individually metered and Total Suspended Solids (TSS) and Biochemical
Oxygen Demand (BOD) testing should be implemented.

» Rate changes are recommended to be implemented in July of each year.

TABLE ES-7

CITY OF CASA GRANDE

ALTERNATIVE 1~ ANNUAL RATE ADJUSTMENTS

Effectiva Effective Effective Effective Effective Effective Effective Effective Effective Effeclive
Current Oct-03 Jul-10 Jul-11 Jul-12 Jul13 Jul-14 Jul-15 Jul-16 Jul-17 Jul-18

Wastewaler Rates
Percent Adjuslemsnt by Acct Type
Residential - IN

Cotection 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00%

Treatmant 10.00% 10.00% 10.00%4 10.00% 10.00% 15.00% 5.00% 5.00% 5.00% 20.00%
Residental - QUT

Collaction 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00%

Treatment 10.00% 10.00% 10.00% 10.00% 10.00% 15.00% 5.00% 5.00% 5.00% 20.00%
Commercial 10.00% 10.00% 10.00% 10.00% 10.00% 25.00% 5.00% 5.00% 5.00% 20.00%
Industrial 10.00% 10.00% 10.00% 10.00% 10.00% 25.00% 5.00% 5.00% 5.00% 20.00%
Residential IN Base Charges
3ase Charge - Collzction § 750 § 773 8 785§ 820 $ 844 § 869 $ 895 § 922 § 950 § 978 § 1003

ise Charge - Trealment 1163 12.85 1413 15.55 17.10 18.81 2183 22.71 2385 25.04 30.05

Residential OUT Base Charges
Base Charge - Collaction E 1n25 $ 159 § 1184 § 1229 % 1266 § 13.04 & 1343 § 1384 § 1425 § 1468 § 15.12
Base Charge - Trealmsnt 17.52 1927 2120 2332 2585 2822 32.45 3407 5.77 37.56 4503
Commercial Base Charges
Base Charge § 875 § 963 § 1058 § 1165 § 1281 § 1403 § 1761 § 1850 $ 19.42  § 2039 § 2447
Usage Chargs (per 1,000 gzl) 1.50 1865 1.82 2.00 220 242 302 317 333 350 419
Industrial Base Charges
Base Charges § 1453 § 1604 § 1764 § 1941 § 2135 § 2348 § 2335 § ne2 S 3236 $ 3383 § 4077
Usage Chargss (per 1,000 gaf) 135 1.49 163 180 1.98 217 272 285 3.00 3.15 378
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Table ES-8 calculates the average impact on monthly wastewater bills of the proposed rate design on
customers at various usage levels.

TABLE ES-8

CITY OF CASA GRANDE

ALTERNATIVE 1 — IMPACT OF RATE PLAN ON MONTHLY CHARGES

Effective Effective Effective Effective Effective Effective Effective Effective Effective Effectiva
Current Oct-03 Jul-10 Jul-11 Jul-12 Jul-13 Jul-14 Jul-15 Jul-18 Jul-17 Jul-18
ResidentialdN Monthly Wastewater Charges
Base Charge - Collzction $ 750 8§ 773 % 796 $ 820 $ 844 § 869 § 885 § 922 § 950 § 979 § 10.08
Base Charge - Treatment 11.68 12.85 14.13 15.55 17.10 18.81 2163 22.71 2385 25.04 30.05
Base Charge - TOTAL 8 1918 § 2057 § 2203 § 2374 § 2554 % 2751 § 3059 § 3194 § 3335 § 3483 § 40.13
Increase 1.39 1.52 1.65 1.80 1.95 308 1.35 1.41 1.48 5.30
Residential-OUT Monthly Wastewater Charges
Base Charge - Collsction % 1125 § 1159 § 124 § 1229 § 1265 § 13.04 § 1343 § 1384 § 1425 § 1488 § 15.12
Base Charge - Treatment 17.52 19.27 21.20 23.32 25.65 2822 3245 34.07 35.77 37.56 45.08
Base Charge - TOTAL § 2897 8 3086 § 3313 § 3561 8 2831 5§ 4128 S 4588 § 4791 § 50.03 S 5224 § 60.19
Increase 209 227 248 270 2594 462 203 2142 222 795
~ommercial Waslewater Charges
Base Charge $ 875 § 963 § 1059 & 165 § 128t § 1409 § 1761 § 1850 § 1942 § 2039 & 24.47
Usage Charge (per 1,000 ga) 1.50 1.65 1.62 2.00 220 242 3.02 3.17 333 3.50 4.18
TOTAL Charge - 50,000 Ga's $ 8375 § 9213 § 10124 § 1147 § 12262 § 13488 § 16860 § 177.03 § 16583 § 19518 § 2421
Increase 8.38 9.21 10.13 11.15 12.28 a2 843 B85 9.29 39.04
Industrial Wastewater Charges
Base Charge $ 1458 § 16.04 § 1764 § 1941 & 2135 § 2348 § 2035 § 3082 $ 3238 8 3383 8 40.77
Usage Charge (psr 1,000 gal) 1.35 1.49 1.63 1.60 1.28 2.17 272 2.85 3.00 3.15 3.78
TOTAL Charge - 50,000 Gals $ 8208 8§ 8028 § 93.32 § 10925 § 120147 8§ 13219 § 16524 § 17350 § 16218 § 19128 § 22054
Increase 8.21 9.03 9.93 10.92 12.02 33.05 8.26 8.68 9.11 38.26
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SECTION|

Introduction and Demographic Profile

Background

In March 2009, the City of Casa Grande,
Arizona (the “City") engaged Economists.com
to conduct a wastewater rate study and long-
term financial plan.

The City identified numerous objectives for this
study, including but not limited to the following:

e A comprehensive analysis and
evaluation of the wastewater system's
current cost of service and revenue
requirements

e A forecast of wastewater operating and
capital costs for the test year and a period ten years into the future

e An estimate of accounts, volumes and billing units for the current year and the ten year forecast period

o A forecast of operating expenses over the next decade, taking into consideration such factors as
inflation, system growth, and increases in staffing levels

e A thorough review and update of the wastewater system’s known capital improvement needs, as well as
a determination of the need for funding capital requirements through the issuance of long-term debt

e A review of the adequacy and appropriateness of existing wastewater customer classes

e An evaluation of the current wastewater rate structure and revenue recovered versus the revenue
requirement, both overall and for each customer class

e The development of alternative rate structures that would recover the City’s cost of service, ensure
equitable, just and reasonable treatment of identified customer classes, and maintain critical financial
ratios

One of the critical factors driving the need for a long-term financial plan has been the City's issuance of
approximately $62.5 million in long-term debt to overhaul and expand its wastewater treatment plant. The
annual principal and interest associated with this debt issuance has significantly increased the City’s overall cost
of providing wastewater service.

In conjunction with City staff, the project team evaluated several alternative rate structures which would enable
the City to achieve these objectives while continuing to provide ratepayers with superior wastewater service.
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After a series of meetings with City, the project team narrowed its recommendations to the rate plan contained
in this study. The analysis and recommendations presented in this study achieve all of the objectives outlined
above.

Report Organization
This report is organized into the following sections:

Section | - Introduction and Demographic Profile - outlines the background, objectives and scope of this rate
study and long-term financial plan. Also presents the City's current wastewater rate structure and demographic
profile. This includes a comparison of the City's wastewater charges with other Arizona cities.

Section Il -Wastewater Test Year and Forecast Volumes — analyzes the City's customer base, total accounts
for wastewater and current water volumes based on data provided by Arizona Water Company. This section
presents totals for the current year and a forecast ten years into the future.

Section lll -Wastewater Test Year and Forecast Revenue Requirement — outlines the process of analyzing
the City's current wastewater utility cost structure. The total current or “test year' revenue requirements are
developed, and costs are functionalized into treatment, collection and customer billing. Using the test year as a
basis, costs are forecast for a ten year period.

Section IV -Wastewater Rate Design — Presents a rate design recommendation for the City to consider which
would enable it to meet its revenue requirements over the next decade. Also presents an analysis of the impact
of this rate alternative on each defined customer class.

Appendix A - presents a hard copy printout of the interactive Microsoft Excel spreadsheet model developed for
the City to calculate wastewater current and future revenue requirements. The model automatically generates
all calculations based on a set of defined user inputs. An electronic copy of this model will be provided to the
City so that staff may use it as a tool for future rate development.

Page: 12



City of Casa Grande Wastewater Rate Study - FINAL July 2009

City Background

Casa Grande is centrally located between
Phoenix and Tucson in the center of the
Metropolitan Corridor. Incorporated in 1915,
the City has grown to be the second largest
community in Pinal County, with its population
more than doubling since 1990. However, like
many cities throughout the country, growth
has moderated recently due to the economic
slowdown. The project team has assumed a
very conservative growth rate for purposes of
this study.

Founded in 1879 during the Arizona mining

boom, Casa Grande (meaning “large house”)
was named for the famous Hohokam Indian ruins 20 miles to the northeast. The community traces its beginning
to the summer of 1879, when Southern Pacific Railroad stopped working on the rail line it was building from
Yuma across Arizona due to the hot weather. The construction crews, who were from Yuma, stocked supplies
and established a small community by the time construction resumed in January 1880. In September 1880, a
construction boss, his family and 300 laborers arrived and began working on a rail line to Tucson. They named
the settlement Casa Grande and the town boomed as a railhead to mines.

Though Casa Grande was decimated by fire in both 1886 and 1893, the community rallied to rebuild and forge
ahead. The persevering residents helped the city survive through the mining slump of the 1890's by shifting
their focus away from mining toward agriculture, a key step to saving the community from becoming another
southwestern mining ghost town. Today, Casa Grande is bustling with downtown retailers, a regional shopping
mall, factory outlet merchants, agribusiness leaders, government employees, miners and industry workers.

Residents and visitors can enjoy the amenities of a big city with the easy-going atmosphere of a small town and
the natural beauty of the low desert and mountains serving as a backdrop. Along with a wide selection of
shopping and dining venues, visitors can enjoy cultural attractions, such as the Casa Grande Art Museum, the
Casa Grande Valley Players and the annual O'Odham Tash Celebration. For the past 50 years, the Arizona
Antique Aircraft Association has hosted the Casa Grande Cactus Fly-In. The event focuses on aircraft and the
people that restore, build, maintain, fly and talk about aircraft. The Cactus Fly-In is a fun and well attended
community event.

City Leadership

The City operates under a Council-Manager form of government. The Council consists of the Mayor, the Mayor
ProTempore and five council members. The City Manager reports to the Mayor, Council and the citizens of
Casa Grande, and is responsible for the day-to-day operations of the City. All changes to the City's wastewater
structure must be approved by a vote of the Council. Table I-1 lists current serving City officials.

The City utilizes standard governmental accounting procedures for its general and enterprise funds. The Fiscal
Year begins on July 1stand ends on the following June 30t
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TABLE I-1
CITY OF CASA GRANDE
CITY OFFICIALS -- JULY 2009
Mayor and Council Senior City Staff
Bob Jackson Mayor Jim Thompson City Manager
Dick Powell Mayor Pro Tempore Larry Rains Deputy City Manager
Ralph Varela Council Member Diane Archer Finance Director
Steve Miller Council Member Kevin Louis Public Works Director
Karl Montoya Council Member Jerry Anglin Wastewater Superintendent
Mary Kortsen Council Member Robert Huddleston  Chief of Police
Matt Herman Council Member Scott Miller Fire Chief

Population - Current and Projected

The state of Arizona has experienced tremendous population growth in the past twenty years. Through the
1990's, the population of Casa Grande more than doubled, growing by approximately 236%. The City's
population increased from 19,082 in 1990 to 45,116 in 2008 according to the US Census Bureau and the
Arizona Department of Commerce. As will be described in more detail in Section Il of this study, due to the
sudden and severe economic downturn in 2008 — 2009, a very conservative growth rate has been assumed for
terms of adding additional accounts. Chart I-2 summarizes recent historical as well as projected growth
according to the Arizona Department of Commerce for the City of Casa Grande.

CHART I-2

City of Casa Grande
Historical & Forecast Population Growth
1990 - 2020

Average Annual Growth =4.88%

90,000 - 79,784
80,000 -
70,000 62,131
60,000
50,000 - 45,116
40,000 -
30,000 | 19,082 25,224
20,000 -
0 - = T '
1990 2000 2008 2015 2020

Source: AZ Department of Commerce
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Wastewater Current Rates

Table I-3 summarizes the City's current wastewater rate structure.

TABLE I-3
CITY OF CASA GRANDE
Current Monthly Wastewater Rates
Inside Outside
City City

Residential

Base Charge - Collection $ 750 §$ 11.25

Base Charge - Treatment 11.68 17.52

Usage Charge na na
Commercial

Avg Base Charge 3 8.75 na

Avg Usage Charge (per 1,000 gal) 1.50 na
Industrial

Default Base Charge $ 14.58 na

Usage Charge (per 1,000 gal) * na
* Individual usage charge based on flow and strength estimates developed by City staff

The current wastewater rate structure, implemented in January 2009, has two components for residential
customer: treatment and collection. Prior to the 2009 rate increase, the last rate change for residential and
commercial customers was in January 2005 and was less than $2.00 per customer. The City charges residential
customers a base monthly collection and treatment charge based on whether the customer resides inside or
outside city limits. Residential customers are not charged a usage charge. For residential users, the collection
portion of the base monthly charge is subject to a vacancy credit if requested by the customer.

Commercial customers pay base and usage charges based on their commercial classification and estimated
usage. City staff has followed a policy of charging commercial customers based on usage and strength
estimates for each individual customer.

Industrial customers also pay a base charge and usage charges based on flow and strength estimates
developed by City staff for each individual customer. Hexcel is currently the only customer classified as
industrial.

Wastewater Rate Comparison

Table I-4 compares Casa Grande's monthly residential wastewater charges to cities primarily in southeastern
Arizona. A volume of 5,000 gallons was used for the residential comparison as it represents the typical usage
level for an average household.
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The rate data information was obtained from municipal websites and phone interviews conducted by
Economists.com in April 2009. These rates do not include sales tax, activation or other charges beyond the
basic minimum and volume charges. Additionally, where appropriate, certain cities that charge for service
based on cubic feet of water have had their rates converted to an equivalent charge per 1,000 gallons. Based
on the Water Infrastructure Finance Authority of Arizona's (WIFA) 2007 Water and Wastewater Residential Rate
Survey, the City's rates are below the state average of $24.27.

TABLE I-4
CITY OF CASA GRANDE
Total Monthly Residential Charges
for 5,000 Gallons Wastewater
2008 5,000 Gallons
Population Wastewater

Casa Grande 45,116 $ 19.18
Phoenix* 1,561,485 15.22
Tucson 543,959 16.94
Yuma 93,719 28.06
Sierra Vista 45,908 14.68
San Luis 26,705 17.79
Florence 24,096 20.85
Nogales 21,709 12.55
Douglas 18,207 11.75
Eloy 16,163 30.73
Somerton 11,377 34.79
Safford 9,982 37.07
Bisbee 6,389 35.25
Benson 5,030 25.80
Willcox* 3,904 34.92
Tombstone 1,709 26.40
Patagonia 934 29.00
Johnson Utilities na 38.50
State Average $ 24.27
Source: 2008 Arizona Department of Commerce Population Estimates;
WW rates obtained from city websites and phone interviews
conducted in April 2009
*Winter Water Rate

Comparisons such as these are for usage charges only. This type of comparison may have the unintended
effect of discriminating against communities who choose to finance system expansions through current rates or
revenue bonds, which are included in rates, as opposed to those who utilize general obligation bonds, which are
funded through taxes. All else being equal, a City that primarily or exclusively uses general obligation bonds will
have a lower wastewater rate per 1,000 gallons but a higher tax rate.
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With these caveats in mind, Chart |-5 presents a graphic comparison of 5,000 gallons wastewater charges for
residential accounts. It should be noted that for 5,000 gallons of wastewater usage, a residential ratepayer
inside Casa Grande pays approximately $19.18, which is 26.5% lower than the 2007 state average of $24.27.
The project team relied on the Arizona's 2007 wastewater state average for comparison purposes since WIFA
has not released the results of its 2008 Water and Wastewater Residential Rate Survey. Since many Arizona
cities have recently implemented wastewater rate increases, it can be assumed that the state’s wastewater rate
average is actually higher than $24.27. Therefore, Casa Grande’s wastewater rates will continue to be well

below the state's average.

CHART I-5
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SECTION Il

Wastewater Test Year and Forecast Volumes

In order to accurately forecast future revenues
and expenses, it is necessary to examine
current wastewater utility conditions. The first
step in developing cost of service rates is to
analyze patterns of usage, both for the system
as a whole and for specified customer
classes.

Since wastewater volume is derived from
water usage, water consumption records were
obtained from Arizona Water Company for all
months from October 2007 to the present.
Arizona Water Company provides water
service to Casa Grande residents and
businesses. The water consumption records
provided information on the monthly water
volumes distributed system-wide by account type as well as the number of accounts by meter size for each
month. Monthly revenue by customer class was provided by the City.

According to standard utility ratemaking methodology, in order to allocate revenue requirements equitably
among system users, customers must be classified into relatively homogeneous groups with similar usage
characteristics or service demands. Costs are then allocated to the customer classes in proportion to the usage
characteristics of each class. For the wastewater system, costs are allocated to customers based on their
estimated wastewater flows, and in some cases, based on wastewater strengths.

After thoroughly examining volume and customer data, the project team recommends that the City classify its
top ten Significant Industrial Users (SIU) customers as industrial customers rather than as commercial
customers as it currently does. Currently, only Hexcel is listed as an industrial customer.

In this section the City's customer classes and test year usage patterns will be thoroughly analyzed. A ten year
projection of customers and usage will also be presented. These forecasts, along with the revenue
requirements, will form the basis of the rate design recommendations.

Wastewater Customers and Meters — Test Year & Ten Year Forecast

The City's wastewater customer classes are listed in Table Il-1. The City provided the project team with
wastewater account data for March 2009. The project team used this data as the basis for the test year.
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TABLE II-1

CITY OF CASA GRANDE

WASTEWATER Customers -- March 2009

1 Residential - Inside 13,318
2 Residential - Outside 131
3 Commercial 777
4 Industrial 1

Total 14,227

Table II-2 details the growth projections used by the project team for the City's wastewater customers beginning
in the Test Year and continuing through FY 2019. For the Test Year there are estimated to be 163 new
wastewater accounts added. These 163 new accounts are comprised of 150 residential-in, 4 residential out and
9 commercial customers. The forecast reveals that growth is expected to remain low for the next two years,
which reflects the current severe economic downturn. In FY 2012, growth rates are forecast to begin increasing
with annual new accounts returning to historical levels in the latter half of the next decade. The project team
considers this forecast to be reasonable and conservative.
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TABLE II-2
CITY OF CASA GRANDE
FORECAST TOTAL CUSTOMERS
WASTEWATER Customer Classes
1 2 3 4
Residential - Inside Residential - Qutside Commercial Industrial Total
WASTEWATER Total Customers
TY 2010 14 135 768 10 14,381
2011 13,618 139 777 10 14,544
2012 13,918 143 788 11 14,860
2013 14,418 151 803 11 15,383
2014 14,918 159 823 12 15,912
2015 15,418 167 848 12 16,445
2016 15,968 177 873 13 17,031
2017 16,468 189 898 13 17,568
2018 16,968 203 923 14 18,108
2018 17,468 217 948 14 18,647
WASTEWATER Annual New Customers
TY 2010 150 4 9 - 163
2011 150 4 9 - 163
2012 300 4 1 1 316
2013 500 8 15 - 523
2014 500 8 20 1 529
2015 500 8 25 - 533
2016 550 10 25 1 586
2017 500 12 25 - 537
2018 500 14 25 1 540
2019 500 14 25 - 539

Chart 11-3 reveals that the wastewater customer base is primarily comprised of residential inside accounts. The
wastewater customer base is expected to remain primarily comprised of residential inside accounts during the
forecast period.
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CHART II-3
City of Casa Grande
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Over the last five years the City averaged about 600 new accounts per year. In contrast, the last 6 months the
City has seen only about 5 new wastewater accounts per month. This is attributed to the recent national
economic downturn that has affected most cities. As stated earlier, the forecast anticipates an increase in levels
of annual wastewater account growth beginning in FY 2012. It should be noted that the conservative average
annual growth rate of 2.9% presented in this forecast could be exceeded if the current economic downturn ends
sooner than expected.

Based on building permits that have been issued by the City, there are approximately 8,000 shovel ready lots
within the City limits. The infrastructure for these 8,000 lots is in place and once building begins, the number of
wastewater accounts coming on-line could increase very quickly.

Wastewater account growth is further illustrated in Chart 11-4.
CHART Il-4
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Wastewater Flows - Test Year and Forecast

Many cities across the country use monthly water sales as a basis for determining wastewater billing units.
However, until recently, Casa Grande did not have access to water sales data because water services are
provided by Arizona Water Company. Historically, only usage estimates have been used to calculate charges
for all commercial customers.

In March 2008, Casa Grande entered into a franchise agreement with Arizona Water Company which created a
partnership to implement a Reclaimed Water Master Plan. This agreement allows the City to obtain water
customer usage information from Arizona Water Company. Going forward, Arizona Water Company will provide
monthly water usage information to the City. The City will be able to use this data to calculate more accurate
usage charges for their customers.

The project team prepared a ten year forecast of wastewater flows. The results of the forecast are presented in
Table 1I-5. Unlike water usage, wastewater usage is not subject to significant fluctuations because water
volume fluctuation is due to outdoor usage that is not returned to the wastewater system.

TABLEII-5
CITY OF CASA GRANDE
FORECAST WASTEWATER BILLING UNITS
WASTEWATER Customer Classes
1 2 3 4
FY Residential Inside Residential Qutside Commercial Industrial Total
WASTEWATER Forecast Billing Units
2010 1,292,928,000 12,960,000 608,355,482 234,687,924 2,148,931,406
2011 1,307,328,000 13,344,000 615,484,648 234,687,924 2,170,844,572
2012 1,336,128,000 13,728,000 624,198,072 258,156,716 2,232,210,789
2013 1,384,128,000 14,496,000 636,080,015 258,156,716 2,292,860,732
2014 1,432,128,000 15,264,000 651,922,606 281,625,509 2,380,940,115
2015 1,480,128,000 16,032,000 671,725,844 281,625,509 2,449,511,353
2016 1,532,928,000 16,992,000 691,529,083 305,094,301 2,546,543,384
2017 1,580,928,000 18,144,000 711,332,321 305,094,301 2,615,498,622
2018 1,628,928,000 19,488,000 731,135,560 328,563,094 2,708,114,653
2019 1,676,928,000 20,832,000 750,938,798 328,563,094 2,777,261,891

Wastewater Strengths - Test Year and Forecast

Part of the process of determining the wastewater cost of service by customer class is to determine the total
pounds of BOD and TSS generated commercial and industrial customers. Since Abbott Laboratories is the only
wastewater customer that measures BOD and TSS levels, the project team used the assumed domestic
strength of 300 mg/l BOD and 300 mg/l TSS to determine the total pounds of BOD and TSS generated by each
customer class. The City's ordinance indicates that all industrial customers can be required to pay a BOD
surcharge. In future years, the City may want to consider testing the BOD and TSS levels of all industrial
customers.
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Detailed calculations for commercial and industrial strength levels are presented in Table II-6 and in the rate
model presented in Appendix A.

TABLE II-6
CITY OF CASA GRANDE
FORECAST WASTEWATER BILLING UNITS
WASTEWATER Commercial & Industrial Customer Classes
Total Total MG/L Total Lbs
FY Billing Units BOD TSS BOD 1SS
Commercial
2010 608,355,482 300 300 1,522,105 1,522,105
2011 615,484,648 300 300 1,539,943 1,539,943
2012 624,198,072 300 300 1,561,744 1,561,744
2013 636,080,015 300 300 1,591,472 1,591,472
2014 651,922,606 300 300 1,631,110 1,631,110
2015 671,725,844 300 300 1,680,658 1,680,658
2016 691,529,083 300 300 1,730,206 1,730,208
2017 711,332,321 300 300 1,779,753 1,779,753
2018 731,135,560 300 300 1,829,301 1,829,301
2019 750,938,798 300 300 1,878,849 1,878,849
Industrial
2010 234,687,924 300 300 587,189 587,189
2011 234,687,924 300 300 587,189 587,189
2012 258,156,716 300 300 645,908 645,908
2013 258,156,716 300 300 645,908 645,908
2014 281,625,509 300 300 704,627 704,627
2015 281,625,509 300 300 704,627 704,627
2016 305,094,301 300 300 763,346 763,346
2017 305,094,301 300 300 763,346 763,346
2018 328,563,094 300 300 822,065 822,065
2019 328,563,094 300 300 822,065 822,065
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SECTION Il

Wastewater Forecast Revenue Requirement

In this section of the wastewater rate study
and long-term financial plan, the City of
Casa Grande’s test year and forecast
wastewater utility revenue requirements are
developed. As noted in Section I, the test
year consists of the City’s upcoming fiscal
year, July 1, 2009 through June 30, 2010.

The estimates presented in this section are
based on the City's Council-adopted budget
for FY 2010, as well as a forecast of the
City’s future capital improvements.

The calculation of a revenue requirement
differs from a utility's budget in that it
represents only that amount that must be
raised through the City's user rates. This
means that non-rate revenue (such as connection fees, late payment charges, sale of effluent and interest)
must be subtracted from the budgeted operating and capital expenditures to determine the net revenue
requirement to be raised from rates. It should be noted that from 1994 — 2006 wastewater operations had been
subsidized by a 0.3% sales tax. In 2007, the City Council transferred the sales tax revenue from wastewater to
public safety. This means that rates will have to now make up for the loss of this subsidy.

As is typical for publicly owned utilities, Casa Grande's system revenue requirements were developed using the
cash basis of ratemaking. Under the cash basis, as defined by the AWWA Manual M-1, system revenue
requirements consist of cash expenditures and other financial commitments (such as debt service coverage or
reserves) that must be met through system operating revenues and other revenue sources.

The following specific items are included in the City's revenue requirements raised from rates:

0&M expenses
Operating Transfers
Capital Outlays Funded from Rates
Debt service -- Current

Debf Service - Forecast
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The City has one wastewater treatment plant, the City of Casa Grande Water Reclamation Facility. The City is
currently doubling the capacity of its wastewater treatment plant from 6 mgd to 12 mgd. The newly expanded
wastewater treatment plant is expected to be online in January 2011.

All data used in the development of the revenue requirements was obtained from the financial statements,
budgets and other information provided by City staff.

Operating Expenses — Test Year

Table IlI-1 summarizes the test year FY 2010 operating costs and fund transfers for the City.

TABLE lll-1
CITY OF CASA GRANDE
TEST YEAR OPERATING EXPENSES

SCENARIO: Alternative 1

Operating Total

Expenses Transfers Operating/Transfers
Wastewater Treatment $ 1,924,960 $ 201,910 $ 2,126,870
Wastewater Collection 515,540 123,760 639,300
TOTAL WW OPERATING EXPENSES $ 2,440,500 $ 325,670 $ 2,766,170

As shown in Table IIl-1, the City's operating expenses and transfers for its wastewater utility are forecast to be
$2,766,170 in the test year. Table lll-2 and Table Ill-3 present the FY 2010 wastewater operating budget in
detail separated by treatment and collection, respectively. These totals are derived from the City's FY 2010
budget. General fund transfers are presented separately because these totals are not included for the purposes
of calculating debt coverage factors. Capital outlays and debt service are examined separately and in detail
later in this section.
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TABLE Ill-2

CITY OF CASA GRANDE

TEST YEAR OPERATING EXPENSES - WW TREATMENT

SCENARIO: Alternative 1 Test Year
FY 2010

WW TREATMENT EXPENSES
PERSONNEL SERVICES
520-35-451-1101-00 Permanent Wages and Salaries 484,300
520-35-451-1110-00 Overtime 5,800
520-35-451-1205-00 Social Security Taxes 37,020
520-35-451-1210-00 Pension and Retirement 45,510
520-35-451-1215-00 Employee Insurance 58,290
520-35-451-1220-00 Worker's Compensation Insurance 25,920
520-35-451-1240-00 Training 19,700
520-35-451-1245-00 Conferences 2,600
520-35-451-1520-00 Travel and Meetings 2,600
Total Personnel Services 681,740
CONTRACTUAL SERVICES
520-35-451-2210-00 Professional Services 153,300
520-35-451-2215-00 Contractual Services 153,300
520-35-451-2220-50 Communication and Equipment Contractual 700
520-35-451-2220-70 Other Equipment 43,800
520-35-451-2225-00 City Vehicle 30,330
520-35-451-2230-00 Rentals and Leases 700
520-35-451-2230-00 Dues and Memberships 400
Total Contractual Services 422,780
OPERATING SUPPLIES
520-35-451-3305-00 Office Supplies 7,300
520-35-451-3330-00 Chemical and Supply 200,000
520-35-451-3350-00 Clothing and Uniforms 6,200
520-35-451-3355-00 Printing and Duplication 900
520-35-451-3360-00 Maintenance Supplies 14,600
520-35-451-3360-0 Sewer Materials 13,900
520-35-451-3365-10 Gasoline 27,270
520-35-451-3365-20 Diesel 15,130
520-35-451-3365-40 Propane 600
520-35-451-3365-50 Lubricants 1,900
520-35-451-3370-00 Small Tools 5,500
520-35-451-3385-00 Postage Express & Freight 11,700
520-35-451-3390-10 Electric 500,000
520-35-451-3390-30 Water 1,600
520-35-451-3390-50 Telephone 13,840
520-35-451-4310-00 Facility Replacement -
Total Operating Supplies 820,440

Total WW Operating Exp - TREATMENT 1,924,960
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TABLE 111-3

CITY OF CASA GRANDE

TEST YEAR OPERATING EXPENSES - WW COLLECTION

SCENARIO: Alternative 1 Test Year
FY 2010

WW COLLECTION EXPENSES
PERSONNEL SERVICES
520-35-451-1101-00 Permanent Wages and Salaries $ 116,200
520-35-451-1110-00 Qvertime 2,200
520-35-451-1205-00 Social Security Taxes 8,800
520-35-451-1210-00 Pension and Retirement 10,920
520-35-451-1215-00 Employee Insurance 20,730
520-35-451-1220-00 Worker's Compensation Insurance 6,400
520-35-451-1240-00 Training 7,300
520-35-451-1245-00 Conferences 1,000
520-35-451-1520-00 Travel and Meetings 1,000
Total Personnel Services $ 174,650
CONTRACTUAL SERVICES
520-35-451-2210-00 Professional Services 3 56,700
520-35-451-2215-00 Contractual Services 56,700
520-35-451-2220-50 Communication and Equipment Contractual 300
520-35-451-2220-70 Other Equipment 16,200
520-35-451-2225-00 City Vehicle =
520-35-451-2230-00 Rentals and Leases 300
520-35-451-2230-00 Dues and Memberships 200
Total Contractual Services $ 130,400
OPERATING SUPPLIES
520-35-451-3305-00 Office Supplies $ 2,700
520-35-451-3330-00 Chemical and Supply 24,300
520-35-451-3350-00 Clothing and Uniforms 2,300
520-35-451-3355-00 Printing and Duplication 300
520-35-451-3360-00 Maintenance Supplies 5,400
520-35-451-3360-0 Sewer Materials 5,100
520-35-451-3365-10 Gasoline 13,500
520-35-451-3365-20 Diesel 17,090
520-35-451-3365-40 Propane 200
520-35-451-3365-50 Lubricants 700
520-35-451-3370-00 Small Tools 2,000
520-35-451-3385-00 Postage Express & Freight 4,300
520-35-451-3390-10 Electric 128,800
520-35-451-3390-30 Water 600
520-35-451-3390-50 Telephone 3,200
520-35-451-4310-00 Facility Replacement -
Total Operating Supplies $ 210,490

Total WW Operating Exp - COLLECTION $ 515,540
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Operating Expenses and Transfers - Ten Year Forecast

Table I1-4 presents the wastewater utility operating expense and transfer forecast for the ten year period FY
2010 — FY 2019. Details behind these calculations can be found in the rate model contained in Appendix A.
This forecast is based on the following set of assumptions:

Most wastewater operating expenses are expected to increase at the rate of inflation, which is assumed
to be 3.0% per year.

In addition to anticipated inflationary increases there are other factors that are taken into account when
forecasting various expense items. One such factor is that certain expense categories are expected to
increase at rates greater than the average inflation rate. Account growth and volume growth will also
affect certain expense categories, and some of the expense items are vulnerable to a combination of
these greater than average increases. ltems that are considered to be affected by general inflation,
premium escalation, and account growth are energy related items such as gas and electric expenses.

Certain expenses will increase with the wastewater treatment plant expansion, volume and customer
growth (i.e. electricity and chemicals).

Certain personnel related expenses such as wages and social security taxes are projected to increase
at 5.0% annually. Pension, Retirement and Insurance are projected to increase at 10% annually.

Capital outlays are typically for minor assets such as trucks and computers, as opposed to major capital
expenditures such as treatment plants. The City's capital outlays are funded through revenues
generated for purposes needed to meet debt coverage.
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TABLE I1l-4

CITY OF CASA GRANDE

FORECAST OPERATING EXPENSES AND TRANSFERS

Operating Total
FY Expenses Transfers Operating/Transfers
WW Treatment
2010 $ 1,924,960 $ 201,910 § 2,126,870
2011 2,321,569 210,256 2,531,825
2012 2,486,862 221,132 2,707,993
2013 2,666,114 235,548 2,901,663
2014 2,875,321 250,715 3,126,036
2015 3,090,009 266,635 3,356,644
2016 3,341,021 284,135 3,625,156
2017 3,693,488 301,618 3,895,106
2018 3,884,171 319,938 4,204,109
2019 4,181,044 339,059 4,520,103
WW Collection
2010 $ 515,540 $ 123,760 $ 639,300
2011 546,707 128,876 675,583
2012 584,262 135,542 719,804
2013 625,009 144,379 769,388
2014 672,099 153,675 825,774
2015 720,724 163,433 884,157
2016 777,075 174,160 951,234
2017 834,211 184,876 1,019,087
2018 899,545 196,105 1,095,650
2019 966,699 207,825 1,174,524
TOTAL WW Operating Expenses & Transfers
2010 $ 2,440,500 $ 325670 $ 2,766,170
2011 2,868,276 339,131 3,207,408
2012 3,071,124 356,674 3,427,797
2013 3,291,124 379,927 3,671,051
2014 3,547,420 404,390 3,951,810
2015 3,810,733 430,068 4,240,800
2016 4,118,096 458,295 4,576,391
2017 4,427,699 486,494 4,914,193
2018 4,783,716 516,042 5,299,759
2019 5,147,743 546,884 5,694,627
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Existing Debt Service

Due to the needs of the City's comprehensive wastewater treatment plant expansion project, the City has
significantly increased its annual debt service requirements in recent years. The City now maintains three
outstanding loans related to the wastewater treatment plant expansion project. In January 2009, the City issued
a $37,555,540 WIFA loan tied to the Excise Tax Pledge and a $25,000,000 WIFA loan tied to the System
Revenue Pledge. These loans will cover 2 years of CIP expenses including expansion of the wastewater
treatment plant and associated costs. The third outstanding loan, the 2003 wastewater treatment plant
expansion loan, has a remaining principal balance of $13,304,502 as of the beginning of FY 2010.

Table lII-5 presents forecast debt service for the debt currently outstanding.

TABLEIlI-5
CITY OF CASA GRANDE
SCENARIO: Alternative 1
Total
2003 WIFA WIFA Existing
WWTP Expansion Excise Tax System Revenue Debt Service
2010 $ 1,171,833 § 3,580,992 $ 1,559,554 $ 6,312,380
2011 1,167,104 3,324,604 2,289,789 6,781,497
2012 1,168,194 3,324,604 2,289,789 6,782,587
2013 1,168,424 3,324,604 2,289,789 6,782,817
2014 1,166,219 3,324,604 2,289,789 6,780,612
2015 1,172,282 2,770,503 1,908,157 5,850,943
2016 1,167,873 2,770,503 1,908,157 5,846,534
2017 1,562,093 2,770,503 1,908,157 6,240,754
2018 1,842,971 2,770,503 1,908,157 6,521,632
2019 1,843,660 2,770,503 1,908,157 6,522,321

Capital Improvement Plan

Like most cities, Casa Grande maintains an extensive and detailed capital improvement program to repair,
maintain and expand its wastewater collection and treatment system. Minor capital improvements are contained
in the City's budget. Major capital improvements are funded through debt issued by the City and development
impact fees.

City staff and the project team developed the City’s forecast capital improvements needs over the next decade.
The City is forecast to spend $134,916,000 in total wastewater capital improvements in the next decade.
However, this total includes $69,344,000 in projects related to the wastewater treatment plant expansion that
has already been funded by the debt service outlined in the previous section. The remaining unfunded portion
of the CIP is summarized in Table 1ll-6 and Chart Ill-7 and presented in detail in Table l1l-8. The charts reveal
that the most significant portion of the remaining unfunded CIP is related to the East Side sewer construction
project, which is currently scheduled to be implemented in FY 2018.
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TABLE IlI-6
CITY OF CASA GRANDE
WASTEWATER UNFUNDED CAPITAL IMPROVEMENT PLAN
SCENARIO: Alternative 1
Years Years
Total 1-5 6-10
WW Unfunded CIP $ 65,672,000 $ 20,288,000 $ 45,284,000
Percent of WW Unfunded CIP 100.0% 30.9% 69.1%
CHART llI-7
City of Casa Grande
WW Unfunded CIP
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Table I11-8

CITY OF CASA GRANDE

WASTEWATER UNFUNDED CAPITAL IMPROVEMENT PLAN
FY 2010 - FY 2019

10 Year Forecast
Alternative 1 Total
Period 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Scenario: Alternative 1
Wastewater Unfunded CIP
2559 Managed Recharge Facility H 700,000 $ 700,000 $ $ $ = $ $ $ kS $
2650 Monitor wells at Santa Cruz Channe! = - -
2586 UPRR Crossing Upgrade - - - -
1917 Effuent Pump Rehzbilitation 95,000 30,000 30,000 35,000
2409 Lift Stafon Rehab 120,000 40,000 40,000 40,000
2637 Water Truck - 2 = #
2465 Waler Reclamation Facility Expansion
2466 Bumns Road Sewer Construction -
2467 East Side Sewer Expansion Group Upsize - -
2468 Kortsen Road Sewer Design and Construction - - - - - - -
2410 Effuent Pump Rehabiftation 100,000 - 30,000 35,000 35,000 -
2470 Land acquisition = = - 4 & - - - = - -
2587 Manhole Rehabilitation 2,275,000 250,000 250,000 25,000 250,000 250,000 250,000 250,000 250,000 250,000 250,000
2674 Replacement Service Truck 95,000 95,000 - - - - - - - - -
2685 4X4 Pickup Truck 28,000 - - 28,000 = 2
1977 East Side Sewer Construction 43,000,000 = = = - 43,000,000
2681 Pickup Trucks (3) 57,000 57,000 -
2682 Pickup Trucks (3) 67,000 = E 67,000
2691 Backhoe 69,000 69,000 -
2686 Combinzfon Truck 220,000 - 220,000
2687 Sewer Jet Rodder 45,000 - 45,000 -
2688 Boom Crane Truck 85,000 85,000 -
2689 Water Pump 27,000 37,000 -
2695 Traler and Hydrodet 21,000 - - 21,000 -
2690 Tractor 35,000 i = 35,000
2684 3/4 ton Pickup Truck 25,000 = 25,000 -
2694 Camera Truck 120,000 - - 120,000
2683 1 Ton Pickup Truck 23,000 23,000 - -
2692 Sewer Rotator Jet on Trailer 45,000 - - 45,000
2693 Service Truck £0,000 & o e 80,000 -
2585 Managed Recharge System 17,800,000 2,000,000 9,000,000 6,800,000 -
1819 Dump Truck 140,000 140,000 - - e
1925 Aeration Gear Drive Rehabiitation 100,000 - - 100,000
2251 Mew Fork Lift 40,000 - 40,000 - -
2584 Local Limits Study 75,000 75,000 - =
1922 Grit Tank Replacement 70,000 - 70,000
Total Wastewater Projects $ 65,572,000 345000 § 3,265,000 § 9,170,000 § 7,160,000 § 348000 § 509,000 § 299,000 § 489,000 § 43,737,000 § 250,000

Table IIl-9, on the following page, presents the project team’s assumptions for how the wastewater capital
improvement plan will be financed over the next decade.
funded through a combination of development fees, existing wastewater treatment expansion funds, remaining
sewer capacity funds and other non-rate revenues. The difference between the amount required by the City to
fund the CIP and the amount provided by the financing tools described above must be financed through the
issuance of long-term debt.
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The table reveals that the CIP is forecast to be
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City of Casa Grande

Wastewater Rate Study ~ FINAL July 2009

Debt Service - Forecast

A key assumption for the City’s long-term wastewater rate plan is that the City issues additional debt to fund
those projects not funded through impact fees or the other sources described in the previous section. The debt
forecast to be issued by the City is summarized in Table 1ll-10. The table reveals that the City is forecast to
require approximately $53,000,000 in long-term debt to finance its remaining wastewater capital improvement

plan.

All new debt is assumed to be over a 25 year term at a 4.0% interest rate with 2.0% issuing costs and a five
year reserve requirement. All future debt will be allocated to wastewater treatment and collection CIP projects.

CITY OF CASA GRANDE

SCENARIO:
FY

ALTA1

FORECAST BOND ISSUES

Wastewater

2010
2011
2012
2013
2014
2015
2016
2017
2018
2019

Total Bonds

12,000,000

41,000,000

$

53,000,000

Table lll-11 presents total forecast annual debt service.

CITY OF CASA GRANDE

TOTAL FORECAST DEBT SERVICE

SCENARIO: ALT1
Wastewater

2010 $
2011
2012 -
2013 943,092
2014 943,092
2015 943,092
2016 943,092
2017 943,092
2018 785,910
2019 4,008,140
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Non-Rate Revenues

Although sales revenues constitute the majority of the revenue received by the City for wastewater service, the
City is relying on accruing a significant amount of revenue from non-rate sources. These revenues include
other general revenues, funds with current balances that have been reserved, surcharges, development
charges, and service revenues.

These additional revenue sources will be central to enabling the City to fund its significant debt service
requirements and to minimize the need for future rate adjustments. These non-rate revenues are subtracted
from the overall budget to determine the revenue requirement to be raised from rates. The City's top revenue
producing non-rate revenue sources are as follows:

o Sewer Capacity Fund - 521 - This represents previous sewer capacity fees that the City had collected
prior to the implementation of sewer impact fees. Once impact fees were adopted, the City stopped
collecting these fees. The current fund balance is $1,484,331. Fund 521 is assumed to be 100%
allocated to treatment expenses in 2010.

o WWTP Expansion Fund - 522 — This represents the 0.3% sales tax that had been collected for the
purposes of funding the wastewater treatment plant expansion. The wastewater fund no longer
receives this subsidy. The current fund balance is $12,702,679. The remaining fund balance is
assumed to be amortized over 5 years.

o Sewer Development Fees — 523 — This fund currently contains $17.9 million for collection and
treatment. The City has calculated that $11.0 million of this total is for treatment and $6.9 million is for
collection. Only the treatment debt service can be used to underwrite the debt service for the
wastewater treatment plant.  The collections portion will be used for future collection related capital
improvement projects. Based on the current balance of $11.0 million in treatment-related development
fees, and the forecast of additional development fees accrued during the forecast period from new
connections, the project team estimates that the City will be able to fund $2.5 million per year in debt
service from development fees.

Forecast non-rate revenues are presented in Table l1l-12.
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TABLE IlI-12
THE CITY OF CASA GRANDE
FORECAST NON-RATE REVENUES
SCENARIO: ALT1
521 522 523
Sewer Capacity = WWTP Exp. Development Other Non-Rate
Fund Fund Fees Revenue TOTAL
2010 $ 1,484,331 § 2.540,536 $ 2,500,000 $ 376,000 6,900,867
2011 - 2,540,536 2,500,000 427,473 5,468,009
2012 - 2,540,536 2,500,000 430,330 5,470,866
2013 - 2,540,536 2,500,000 435,058 5,475,594
2014 - 2,540,536 2,500,000 439,840 5,480,376
2015 - - 2,500,000 444,658 2,944,658
2016 - - 2,500,000 449,955 2,949,955
2017 - - 2,500,000 454,810 2,954,810
2018 - - 2,500,000 459,691 2,959,691
2019 - - 2,500,000 464,563 2,964,563
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Net Revenue Requirement

Table 111-13 presents the test year and ten year forecast for the City's net revenue requirement to be raised from
rates. As the table reveals, debt service is the most significant portion of the total revenue requirement.
However, the net revenue requirement to be raised from rates is lessened significantly by the subtraction of the
estimated non-rate revenue sources. Detailed calculations are presented in the rate model contained in
Appendix A of this report.

TABLE 13
CITY OF CASA GRANDE
SCENARIO: ALT 1
Current Future Total Less Net
Operating Debt Debt Operating Cost of Non-Rate Revenue
Expenses Service Service Transfers Service Revenues Requirement
WASTEWATER Revenue Requirement
2010 S 2,440,500 $ 6,312,380 $ = $ 325670 % 9,078,550 $ 6,900,867 $ 2,177,683
2011 2,868,276 6,781,497 - 339,131 9,988,904 5,468,009 4,520,895
2012 3,071,124 6,782,587 - 356,674 10,210,384 5,470,866 4,739,518
2013 3,291,124 6,782,817 943,092 379,927 11,396,960 5,475,594 5,921,366
2014 3,547,420 6,780,612 943,092 404,390 11,675,514 5,480,376 6,195,138
2015 3,810,733 5,850,943 943,092 430,068 11,034,835 2,944,658 8,090,177
2016 4,118,096 5,846,534 943,092 458,295 11,366,016 2,949,955 8,416,061
2017 4,427 699 6,240,754 943,092 486,494 12,098,038 2,954,810 9,143,229
2018 4,783,716 6,521,632 785,910 516,042 12,607,300 2,959,691 9,647,609
2019 5,147,743 6,622,321 4,008,140 546,884 16,225,088 2,964,563 13,260,525

Wastewater Utility Cost Functionalization and Classification

Wastewater system costs are allocated to the following functions:

Treatment -- Volume — the costs associated with treating wastewater volume discharges
Treatment -- BOD — the costs associated with treating wastewater BOD discharges
Treatment -- TSS — the costs associated with treating wastewater suspended solids (TSS) discharges

Collection — the lines that transport wastewater from customers’ properties to the wastewater treatment
plant

Administration — miscellaneous overhead and other non-operating costs

Customer Billing — the processes involved in billing and other services to customers
The wastewater utility operating budget line item expenses are allocated individua